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of title IV, HEA program funds that 
the Secretary receives from a school 
under § 668.22 against the borrower’s 
outstanding principal and notifies the 
borrower of the refund or return. 

(d) Default. (1) Acceleration. If a bor-
rower defaults on a Direct Loan, the 
entire unpaid balance and accrued in-
terest are immediately due and pay-
able. 

(2) Collection charges. If a borrower 
defaults on a Direct Loan, the Sec-
retary assesses collection charges in 
accordance with § 685.202(e). 

(3) Collection of a defaulted loan. (i) 
The Secretary may take any action au-
thorized by law to collect a defaulted 
Direct Loan including, but not limited 
to, filing a lawsuit against the bor-
rower, reporting the default to na-
tional credit bureaus, requesting the 
Internal Revenue Service to offset the 
borrower’s Federal income tax refund, 
and garnishing the borrower’s wages. 

(ii) If a borrower defaults on a Direct 
Subsidized Loan, a Direct Unsubsidized 
Loan, a Direct Unsubsidized Consolida-
tion Loan or a Direct Subsidized Con-
solidation Loan, the Secretary may 
designate the income contingent re-
payment plan for the borrower. 

(e) Ineligible borrowers. (1) The Sec-
retary determines that a borrower is 
ineligible if, at the time the loan was 
made and without the school’s or the 
Secretary’s knowledge, the borrower 
(or the student on whose behalf a par-
ent borrowed) provided false or erro-
neous information or took actions that 
caused the borrower or student— 

(i) To receive a loan for which the 
borrower is wholly or partially ineli-
gible; 

(ii) To receive interest benefits for 
which the borrower was ineligible; or 

(iii) To receive loan proceeds for a pe-
riod of enrollment for which the bor-
rower was not eligible. 

(2) If the Secretary makes the deter-
mination described in paragraph (e)(1) 
of this section, the Secretary sends an 
ineligible borrower a demand letter 
that requires the borrower to repay 
some or all of a loan, as appropriate. 
The demand letter requires that within 
30 days from the date the letter is 
mailed, the borrower repay any prin-
cipal amount for which the borrower is 
ineligible and any accrued interest, in-

cluding interest subsidized by the Sec-
retary, through the previous quarter. 

(3) If a borrower fails to comply with 
the demand letter described in para-
graph (e)(2) of this section, the bor-
rower is in default on the entire loan. 

(4) A borrower may not consolidate a 
loan under § 685.220 for which the bor-
rower is wholly or partially ineligible. 

(f) Rehabilitation of defaulted loans. (1) 
A defaulted Direct Loan, except for a 
loan on which a judgment has been ob-
tained, is rehabilitated if the borrower 
makes 12 consecutive, on-time, reason-
able, and affordable monthly pay-
ments. The amount of such a payment 
is determined on the basis of the bor-
rower’s total financial circumstances. 
If a defaulted loan is rehabilitated, the 
Secretary instructs any credit bureau 
to which the default was reported to 
remove the default from the borrower’s 
credit history. 

(2) A defaulted Direct Loan on which 
a judgment has been obtained may not 
be rehabilitated. 

(Authority: 20 U.S.C. 1087a et seq.) 

[59 FR 61690, Dec. 1, 1994, as amended at 64 
FR 57961, Oct. 27, 1999; 64 FR 59043, Nov. 1, 
1999; 65 FR 65629, Nov. 1, 2000; 66 FR 34765, 
June 29, 2001; 67 FR 67081, Nov. 1, 2002] 

§ 685.212 Discharge of a loan obliga-
tion. 

(a) Death. (1) If a borrower (or the 
student on whose behalf a parent bor-
rowed a Direct PLUS Loan) dies, the 
Secretary discharges the obligation of 
the borrower and any endorser to make 
any further payments on the loan 
based on an original or certified copy 
of the borrower’s (or student’s in the 
case of a Direct PLUS loan) death cer-
tificate. 

(2) If an original or certified copy of 
the death certificate is not available, 
the Secretary discharges the loan only 
based on other reliable documentation 
that establishes, to the Secretary’s sat-
isfaction, that the borrower (or stu-
dent) has died. The Secretary dis-
charges a loan based on documentation 
other than an original or certified copy 
of the death certificate only under ex-
ceptional circumstances and on a case- 
by-case basis. 

(3) In the case of a Direct PLUS Con-
solidation Loan that repaid a Direct 
PLUS Loan or a Federal PLUS Loan 
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obtained on behalf of a student who 
dies, the Secretary discharges an 
amount equal to the portion of the out-
standing balance of the consolidation 
loan, as of the date of the student’s 
death, attributable to that Direct 
PLUS Loan or Federal PLUS Loan. 

(b) Total and permanent disability. If a 
borrower meets the requirements in 
§ 685.213(c), the Secretary discharges 
the obligation of the borrower and any 
endorser to make any further pay-
ments on the loan. 

(c) Bankruptcy. If a borrower’s obliga-
tion to repay a loan is discharged in 
bankruptcy, the Secretary does not re-
quire the borrower to make any further 
payments on the loan. 

(d) Closed schools. If a borrower meets 
the requirements in § 685.214, the Sec-
retary discharges the obligation of the 
borrower and any endorser to make 
any further payments on the loan. In 
the case of a Direct Consolidation 
Loan, the Secretary discharges the por-
tion of the consolidation loan equal to 
the amount of the discharge applicable 
to any loan disbursed, in whole or in 
part, on or after January 1, 1986 that 
was included in the consolidation loan. 

(e) False certification and unauthorized 
disbursement. If a borrower meets the 
requirements in § 685.215, the Secretary 
discharges the obligation of the bor-
rower and any endorser to make any 
further payments on the loan. In the 
case of a Direct Consolidation Loan, 
the Secretary discharges the portion of 
the consolidation loan equal to the 
amount of the discharge applicable to 
any loan disbursed, in whole or in part, 
on or after January 1, 1986 that was in-
cluded in the consolidation loan. 

(f) Unpaid refunds. If a borrower 
meets the requirements in § 685.216, the 
Secretary discharges the obligation of 
the borrower and any endorser to make 
any further payments on the amount of 
the loan equal to the unpaid refund and 
any accrued interest and other charges 
associated with the unpaid refund. In 
the case of a Direct Consolidation 
Loan, the Secretary discharges the por-
tion of the consolidation loan equal to 
the amount of the unpaid refund owed 
on any loan disbursed, in whole or in 
part, on or after January 1, 1986 that 
was included in the consolidation loan. 

(g) Payments received after eligibility 
for discharge. (1) For the discharge condi-
tions in paragraphs (a), (c), (d), and (e) of 
this section. Upon receipt of acceptable 
documentation and approval of the dis-
charge request, the Secretary returns 
to the sender, or, for a discharge based 
on death, the borrower’s estate, any 
payments received after the date that 
the eligibility requirements for dis-
charge were met. 

(2) For the discharge condition in para-
graph (b) of this section. Upon making a 
final determination of eligibility for 
discharge based on total and perma-
nent disability, the Secretary returns 
to the sender any payments received 
after the date the borrower became to-
tally and permanently disabled, as cer-
tified under § 685.213(b). 

(3) For the discharge condition in para-
graph (f) of this section. Upon receipt of 
acceptable documentation and ap-
proval of the discharge request, the 
Secretary returns to the sender pay-
ments received in excess of the amount 
owed on the loan after applying the un-
paid refund. 

(h) Teacher loan forgiveness program. If 
a new borrower meets the requirements 
in § 685.217, the Secretary repays up to 
$5,000 of the borrower’s Direct Sub-
sidized Loans, Direct Unsubsidized 
Loans, and, in certain cases, Direct 
Consolidation Loans. 

(Approved by the Office of Management and 
Budget under control number 1845–0021) 

(Authority: 20 U.S.C. 1087a et seq.) 

[59 FR 61690, Dec. 1, 1994, as amended at 61 
FR 29900, June 12, 1996; 62 FR 30412, June 3, 
1997; 62 FR 63435, Nov. 28, 1997; 63 FR 34816, 
June 26, 1998; 64 FR 58969, Nov. 1, 1999; 65 FR 
65629, 65694, Nov. 1, 2000; 66 FR 34765, June 29, 
2001; 67 FR 67081, Nov. 1, 2002] 

§ 685.213 Total and permanent dis-
ability discharge. 

(a) General. (1) If the Secretary 
makes an initial determination that a 
borrower is totally and permanently 
disabled, the Secretary— 

(i) Notifies the borrower that the 
loan will be in a conditional discharge 
status for up to three years from the 
date that the borrower became totally 
and permanently disabled, as certified 
under 685.213(b). The Secretary also no-
tifies the borrower of the conditions of 
the conditional discharge period, and 
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